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EDITORIAL DEPARTMENT NOTE 


We are very glad to be able to present in this publication a brief 
study of branch accounting, a subject which has received rather scant 
attention in the past. This has resulted not so much because of a failure 
to recognize its importance but on account of the lack of suitable mater- 
ial. The basic principles of branch office accounting are pretty well 
developed and are treated in standard texts. There has not, however, 
been much literature available dealing with the accounting procedures 
to be followed in connection with branch office accounting. The organi- 
zation of the paper work, the reports, the routine to be followed, all 
have heretofore been inadequately treated. 

The training and experience of the author, Cecil S. Ashdown, have 
been ideal for an authoritative treatment of this subject. He was born 
in England and educated in that country and France. He spent several 
years in South Africa and Canada but has been living in the United 
States for the last twenty years. He is a Fellow of the Society of 
Accountants and Auditors of Great Britain; a Member of the American 
Institute of Accountants, and a Certified Public Accountant of the State 
of Ohio. For many years he was associated with Messrs. Price, Water- 
house & Company and from that firm went into commercial life. For 
several years he was connected with the National Cash Register Com- 
pany as Comptroller, was also Vice-President and Treasurer of the 
American Water Works and Electric Company, and for the past six 
years has been with the Remington Typewriter Company as Vice- 
President and Comptroller. 

This paper was delivered at a recent meeting of the New York 
Chapter of the National Association of Cost Accountants. 


SOME PROBLEMS CONNECTED WITH BRANCH 
ACCOUNTING 


I have selected as my subject “Some Problems Connected with 
Branch Accounting.” I notice the circular which has been sent to 
you states that I am to speak of “Some Problems of Cost Account- 
ing.” This brings up the question as to the field covered by cost 
accounting. Some of us doubtless consider that cost accounting 
is limited to factory costs. I think it is more in keeping with the 
facts, however, to accept the broader view taken by your Associa- 
tion, which includes in the field of cost accounting a consideration 
of all costs incurred both in the manufacture and in the distribution 
of the product, thus considering also the costs of administration 
and of the corporate affairs of the business. If we accept this 
definition, the costs pertaining to branch accounting are surely 
one of the big problems of cost accounting. 

Manufacturing costs today are in many concerns a smaller 
proportion of the selling price than the distribution costs. The 
cost of distribution has, as you all know, in recent years 
mounted very rapidly, and I venture to think that perhaps the 
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desire to reduce these costs has brought about an expansion of 
branch office methods of doing business. In this paper I do not 
expect to treat exhaustively or in detail the subject of branch 
accounting, but will confine my remarks to a few main thoughts in 
connection with the subject. 

In the first place, it is not easy to appreciate the remarkable 
growth of the branch organization in recent years. Today the 
facilities for transportation, regularity and rapidity of mail service, 
telegraph and cable systems, have each made inter-office communi- 
cation such that an office many hundreds of miles away can be 
almost as readily looked after as though it were close to the head 
office. Further, the extensive use of advertising has almost forced 
many concerns to broaden their markets to meet competition and 
so secure larger sales volume, in the hope of reducing factory over- 
head and distribution cost. This has gradually brought about a 
vast network of branch organizations throughout the country. 


Since the war there has been a marked tendency for our 
businesses to expand further and seek fields outside this country, 
and when this decision is reached, the executives are confronted 
with many problems not met with in domestic business. Here we 
have to meet problems connected with foreign exchange, new forms 
of taxes, import duties and requisites of laws of the respective 
countries. 

It is clear, therefore, that the matter of branch organization 
and branch accounting is one of growing importance, and conse- 
quently the underlying theories which govern the actions of those 
who have to do with the formation or conduct of the branches 
deserve the most careful consideration by all accountants. 


The sales executive is always striving for more and more 
business and he is ever planning to cultivate new areas intensively. 
Often in the desire to expand, important factors and influences 
are overlooked and this is where the accountant can come in and 
be of real help, provided he takes a broad point of view, and, in 
analyzing the results, endeavors to put forward constructive and 
sympathetic ideas, instead of making a cold analysis of figures 
presented, without due regard to the many factors which have to 
be taken into account, such as the economic and geographical con- 
ditions of the territory under consideration, and sometimes the 
handicap through lack of a developed local organization. 

I consider that today an accountant in charge of the finances 
of a corporation must go beyond the books and records if he is to 
be of real service, particularly if his company is engaged in foreign 
business. He must study the geography not only of his own 
country but that of each country in which he does business. The 
physical, economic and political conditions of areas traded in must 
be understood. If he does not grasp the local conditions, how can 
he make a fair comment on the results shown by his books? I 
suggest that a man who has charge of branch accounts should 
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study all the broader aspects of his business and not limit his 
studies to the technicalities of accounting. 

Branches may be classified as follows: 

1. Those which function as independent units, such as sub- 
sidiary companies operating in foreign countries. Here we may 
find a complete unit comprising factory, sales offices and sub-offices, 
If the branch is incorporated we have all the transactions incidental 
to a complete corporate unit. 

2. Branch sales offices where a specified territory or area is 
assigned for distribution of produce. Here we may find a complete 
branch unit—merchandise is purchased from the home office (at 
least theoretically) ; sales are made; customers’ accounts kept and 
collected; cash banked and the expenses incidental to sales paid; 
and the balance of cash remitted to the home office. Such a branch 
may have sub-offices and so this type of branch takes on the 
complexities of a complete commercial unit. 

3. In some cases the branch is a combination of agency and 
branch, the goods being on consignment and the manager being 
treated as an agent or dealer who owns the business (at least 
theoretically). Accounts receivable are kept at the home office. 


4. A retail store where goods are sold for cash or credit or 
both. Each day’s takings are remitted to the home office where 
all expenses are paid (excepting petty cash disbursements). Here 
the main responsibility is for the custody of the goods and account- 
ing for the proceeds in cash or credits. 

5. We may find a combination of any or all of these. I have 
not given consideration to factory units which may in some 
instances be considered branch units. 

The variety of businesses having branches is almost without 
limit and the meaning of branch is capable of wide interpretation. 
A branch is, I suppose, really a subordinate local office which is 
financed and whose policies and energies are subject to the control 
of a head office. For instance, in the case of a public utility hold- 
ing company which through stock ownership maintains branches 
which are virtually separate companies, the accounts of these com- 
panies may be very closely controlled by or even kept in the office 
of the parent company. Then again, in the case of a railroad, every 
subordinate office may be looked upon as a branch office; or in the 
case of the vast government postal business, all the widely scattered 
post offices and postal sub-stations may be considered as branches. 
We must therefore get down to a narrower range if we are to get 
closer to detail, and naturally my thoughts follow along the lines 
of commercial branches maintained for distributing and selling 
purposes. Still, whether a branch involves selling a service or a 
commodity, transactions involving the collection of cash or credits, 
inventories and records, reports must be made to a central point 
and in this respect we have some similarity between all branch 
accounting practice. on 











Some of the chief considerations in connection with branch 
accounting procedure will now be briefly discussed. 


WHERE SHOULD ACCOUNTS BE KEPT? 


One of the first problems to confront the accountant in design- 
ing a system is to decide where the accounts of branches are to be 
kept, either branch factories or branch distribution organizations. 
Some accountants seem to prefer to have all accounting done from 
one point where it is under their immediate control. On the other 
hand, there are others who are inclined towards pushing the detail 
away from a central point and confining their attention to a broader 
view of the totals. 

Towards the end of the war I occupied the position of the 
comptroller of the United War Work Campaign, where we collected 
$189,000,000 from all corners of the United States. When I took 
charge I found that an attempt was being made to make collections 
from a central point. As there were more than 100,000 local 
treasurers the futility of such procedure was apparent. We would 
have required a large building of our own to house the staff—if, 
indeed, we could have obtained the staff—and we would have had 
to pay higher salaries here in New York than we would have had 
to do had we engaged people at local points. We installed a plan 
of ccliecting by states and sub-offices in the states and no details 
of contributors’ accounts were kept att the home office. Results 
were most satisfactory. 

I use this as an illustration, as I believe we can sometimes get 
nearer the truth by facing an exaggerated position. The problems 
which confront us in all businesses of any magnitude are very 
similar. 

In the case of a factory, of course, it is impossible to do more 
than to deal with control at a central office, although some sections 
of the work, such as payments of purchases, etc. can be handled 
advantageously at the home office. 

In the case of branch distributing offices, the main procedure 
is in connection with the handling of the customers’ accounts. I 
have had experience of keeping local accounts at the home office 
and also of keeping them at local points and I am inclined to the 
view that customers’ accounts can be better kept at local centres. 
A large aggregation of small accounts scattered throughout the 
country cannot be given the minute attention they deserve if kept 
at one central point; for in many instances local knowledge of 
the customer assists materially in the manner of collecting the 
accounts. Business can be lost through lack of an understanding 
of the proper method of approaching a customer as to his account, 
and I believe this is best done through men who come in contact 
with the customer through the sale of the goods. 

Further, in many instances it will be found that local prestige 
and good-will are reduced by centralization. Where the area served 
by a company is circumscribed and the territory can be successfully 
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and efficiently controlled from a head office, it is desirable to con- 
centrate the bookkeeping force. In some cases it would not pay to 
increase the establishment to the point where it would be able to 
handle bookkeeping staffs. Generally speaking, however, where 
the business carried on is of a nationwide character, I believe that 
local centres at least should be established for keeping accounts. 
The preparation of expense statements and putting the figures of 
the branches together can as a rule be done advantageously at the 
main central office. Of course, much depends upon the character 
of the accounts. Small balances must be handled with the least 
possible expense, and delays and lack of follow-up will mean losses. 
Where larger units are handled and the matter of giving credit is 
of vital importance the accounts would probably be better handled 
from the head office. 

No one would endeavor to collect customers’ accounts of a 
branch, say, in Italy, from a central office in New York, although 
they would want to have in their head office periodic information 
as to the individual accounts. To a lesser degree, the collection of 
accounts, say, at the Pacific coast, would be better left to the offices 
on the coast. Which system is adopted, the head office must receive 
proper returns to enable it to control and check any office, wherever 
situated, without the necessity of having to write or send an 
auditor every time information is wanted. And you may be sure, 
an active sales department will always be wanting information of 
one kind or another. 


SOME OF THE FUNDAMENTAL RULES 


Multiplication of branches and distributing centres demands 
an adequate control of local functions both from a sales and ac- 
counting standpoint. A branch functions by means of a local staff 
which usually consists of a sales manager, salesmen, and general 
office help including a bookkeeping staff. Naturally a dual control 
has to be exercised, sales and salesmen being directed by the sales 
department at the home office and the bookkeeping staff by the 
comptroller’s and treasurer’s offices. It not infrequently happens 
that the local branch manager is almost wholly occupied with 
selling and has no time to give to the functions of the office which 
are directed by an office manager, who in many instances has 
reached his position through the bookkeeping division. This dual 
control which must be exercised, at once opens the door for possi- 
bilities of misunderstanding and friction, unless very clear instruc- 
tions are laid down and all concerned understand these instructions. 
There must be sales instructions as well as accounting instructions. 
It is the latter, of course, in which we are most interested. 

I would like to point out here that although we talk of depart- 
ments and acknowledge that these must be definite spheres of 
responsibility in any organization, nevertheless a concern is labor- 
ing under heavy handicaps if there is not perfect harmony between 
these divisions in the home office; no walls or fences should be 
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built around these areas of responsibility. If the motive governing 

the individual effort is the company’s interest first, all the bogeys 

incidental to dual control will vanish. Remember the branch 

organization is bound to reflect the conditions in this respect pre- 

vailing at the home office which may constantly, through proper 

= influence the relationship between individuals in the 
ranch. 

Now for a few specific suggestions as to the accounting in- 
structions. I give ten of the major points which must not be 
overlooked : 

1. Have a loose leaf printed book of instructions which con- 
tains fullest instructions on all groups of transactions which are 
likely to occur at the branch. This should be illustrated by forms 
and diagrams so that the manager can act with the accountant 
quickly without fear of making mistakes. 

2. All branches must use a uniform classification of accounts. 
Be sure that your card of accounts is supported by descriptions 
written in the most elementary and simple language which must 
be understood by both the local manager and the accountant. 

3. Limit the correspondence from the branch, if possible, into 
two channels: (a) correspondence with the sales manager; (b) 
correspondence with the financial department. In this respect see 
that each daily batch of correspondence with the home office is 
accompanied by a printed list of enclosures, the items being ticked 
off as required. 

Keep a control of local inventories at the home office by units 
or commodities. 

5. Insist on daily deposits of local cash and see that all em- 
ployees having to do with cash transactions are bonded. 

6. If you have branches, it is necessary to have periodical in- 
spections or audits by a representative from the home office 
accounting department. This is usually performed by a travelling 
auditor who is thoroughly acquainted with all the special pecul- 
iarities of the business. As a rule, his form of audit of local 
branches is more satisfactory than employing outside help, how- 
ever expert, as it is essential that to make a real check the examiner 
must know the business. 

7. It is essential that the local staffs prepare journal entries. 
As a rule journal entries can be classified into definite groups and 
it is not usual for a branch to have to make an entry which is not 
covered in general instructions. 

8. Insist on typewritten reports and so plan that the sales and 
journal sheets and cash book are written up as a carbon copy when 
the original invoice, check, etc., are typed out, and at the same 
time, that daily and progressive totals of these records are accum- 
ulated. All forms must be made up in duplicate, one copy to be 
sent to the home office and the second copy to be retained by the 
branch office. 

9. Postings and controls of postings should be obtained me- 
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chanically and proven daily. This will eliminate the peak load at 
the end of the month when pressure is greatest to get returns off 
to the home office. Customers’ statements should be made up daily 
as the accounts are posted, leaving the way clear of the more 
important work of dealing with monthly closing entries. 

10. Keep your system as simple as possible. In this connec- 
tion it is interesting to find that, when proper instruction is given, 
even an elaborated system can be considered simple; but that, 
when without such instructions, the branch staffs cannot operate 
successfully. 

A sketch of the routine followed at a head office where records 
are kept by local branches but controlled from a central point is of 
interest in this connection. An extended system of branch offices 
requires a strong, efficient and up-to-date controlling office force. 

Reports and forms are received at the home office daily or 
periodically, according to instructions, and are examined and 
checked carefully. The examining clerks should be so grouped 
that each clerk works only on one or two specified returns and 
really becomes a specialist on these forms. This method assures 
that every item is scrutinized and checked intelligently. 

After checking, the totals and extensions are then proved by a 
group of expert machine operators, after which, the sheets are 
collected and re-sorted. The reports are then passed to the tabu- 
lating machines where the sales, expenses, costs, etc., are sorted 
and tabulated, and the totals proved to the control figures shown 
by the branches. They are then posted to the respective master 
control sheets kept for each branch, after which the master sheets 
are photographed. A photostatic copy is sent to the sales depart- 
ment and to each of the respective branch managers every month. 
In addition to the regular reports sent in by the branch—such as 
journals, sales journals, and sheets—various other monthly reports 
are forwarded to the home office, of which the important ones are: 


1. Accounts Receivable Trial Balance. 
2. Payroll and Signed Vouchers. 

8. Salesmen’s Commission Vouchers. 
4, Monthly Inventory by Commodities. 


The Accounts Receivable Trial Balance is checked and totals 
checked with home office control on the master control sheet. This 
report is of the greatest use to the treasurer as it gives a picture 
of the accounts at each branch office. The report gives the name 
of the customer, debit balance, date of oldest charge, and, if sixty 
days or over, an extension is made into the respective columns 
which are headed, “Sixty to Ninety Days,” and “Ninety Days and 
Over.” This gives an insight as to the condition of the accounts 
and the progress which is being made as to collections. This is 
examined carefully by the treasurer’s office, and by the traveling 
auditor on his periodical visits to the branches. 

The Payroll and Signed Vouchers are checked to the home 
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office employment records to ascertain if correct amounts are dis- 
bursed as salaries, and the payroll is then checked with the controls 
already compiled at the home office. 

Copies of the Salesmen’s Commission Vouchers are received at 
the home office monthly. Each sale made by the salesman during 
the month is registered on this voucher showing date of sale, name 
of customer, commodity sold, net cash charged, and amount of 
commission earned. Each of these items is checked by the com- 
mission checking force at the home office to establish the fact that 
the amount disbursed to the salesman is in accordance with the 
regulations of the sales department. 

The Inventory Reports are checked, upon receipt at the home 
office, with the Factory Reports of Shipments and the Reports of 
Sales as shown by the sales sheets furnished by the branches. 

This is a very brief description but it illustrates a system 
which is found to work well and the cost is minimized by the use 
of carbon copies of all returns. 


MECHANICAL METHODS 


I have referred above to the use of mechanical devices. Perhaps, 
you will consider me a somewhat biased exponent of the virtue of 
office appliances, but have you ever stopped to consider that the 
development of mechanical office labor saving equipment is one of 
the most important factors in the growth and expansion of modern 
business? . 

I believe that I can say without fear of successful contradic- 
tion, that the remarkable progress of industry would have been 
impossible without the use of the writing, the adding, the calcu- 
lating, the recording and duplicating, the tabulating and the book- 
keeping machine as well as the cash register and a great number 
of other devices too numerous to mention. 

Cost accounting has finally been accorded its proper place in 
industry because there have never before been business conditions 
demanding such an intimate knowledge of all phases of the 
operation of a commercial or industrial enterprise as those of 
today. But, it is very doubtful if cost accounting could have been 
developed, without mechanical aids, to its present state; because 
the expense and volume of clerical work necessary for recording, 
compiling and classifying the facts of control would be tremendous, 
if it were not for the efficiency rendered by the machinery of the 
modern office. 

In my opinion, the office labor saving devices are especially 
essential in the proper development and extension of a branch 
office organization. 

One outstanding distinction of all of these mechanical devices 
is that they save labor. When we talk of labor saving, we usually 
think in terms of manual labor but, when these devices freed the 
executive from pen slavery, they did more than save mere hand 
labor. They have saved the very highest quality of brain labor. 
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-True, the busy man of affairs works as hard today as he ever did 





but these devices have made his labor more productive. They have 
relieved him of the old pen drugery so that the greater part of 
his time may be devoted to creative tasks. 

It is common to speak of the higher efficiency of the present- 
day business man as though men, themselves, had grown bigger in 
our own times. Perhaps they have, but let us not fail to credit 
part of this growth to the emancipation achieved through the use 
of office labor saving appliances. 

Millions of capital and the best inventive genius in the world 
have been combined in developing and perfecting these devices and 
bringing them up to their present high state of efficiency, not, I 
admit, with altruistic motive, but nevertheless the office appliance 
manufacturers and distributors have a message for the business 
man of untold value. Every business man and every accountant 
should take advantage of every opportunity that is offered him to 
study these devices as applied to his own particular requirements. 
Unless this is done, it is impossible to determine what is best and 
to keep abreast of the rapid strides that are being made in this 
special field. 

Many of us hate the sight of an office appliance salesman but 
let us remember that if it were not for his untiring and aggressive 
efforts and the advertising and educational campaigns that have 
been carried on by the various manufacturers, we would not today 
be enjoying the benefits and economies of these devices. 

It is important that you insist on an intelligent presentation 
of the merits and facts concerning the device in which you may 
be interested, as applied to your own needs, and then use your own 
best judgment to determine which is the most practical. 

There are certain important factors involved in the selection 
ef proper mechanical equipment. I shall touch very briefly on a 
few of these. 

Perfect adaptability to your own particular needs is absolutely 
essential in order that your system may be designed to meet these 
requirements rather than take into account certain limitations of 
the machine. When you employ a bookkeeper, you do not ask him 
to specify the method or system which he would like to use and 
then proceed to change your system accordingly, but he is asked to 
follow that which has been installed and found most practical. 
This factor is of the greatest vital importance in the selection of 
mechanical equipment. 

Ease and simplicity of operation are also very essential factors. 
Simplicity of operation enables you to use your present employees 
who are familiar with your work, and it eliminates the necessity 
of depending upon specially trained operators, thus insuring 
greater efficiency. Simplicity of operation, furthermore, is an 
important factor in securing accuracy. 

At the risk of repetition, I want to say one more word on this 
important subject of mechanical devices. 
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